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Important Changes for 2003

Servicemembers Civil Relief Act. As a member of the
Armed Forces, you may be able to defer (delay) payment
of income tax that becomes due before or during your
military service for up to 180 days after termination or
release from service. For more information, see Not in a
combat zone under Extension of Deadline.

Military Family Tax Relief Act of 2003. The Military Fam-
ily Tax Relief Act of 2003 provides the following tax relief
for members of the Armed Forces and their families.

* The death gratuity paid to a survivor of a member of
the Armed Forces who died after September 10,
2001, increased to $12,000 and is all nontaxable.
Previously, the death gratuity was $6,000 and only
$3,000 of it was nontaxable. So, you may be able to
claim a refund if you paid tax on a death gratuity you
received because of a death that occurred after Sep-
tember 10, 2001.

* The 5-year period used in determining whether you
can exclude gain from the sale of your main home
may be suspended during the period you or your
spouse served on qualified official extended duty as
a member of the Armed Forces. This change applies
to any sale of a main home after May 6, 1997, so
you may be able to claim a refund if you paid tax on
a gain from a sale after that date. For details, see
Sale of Home, later.

* A military base realignment and closure benefit gen-
erally is excludable from income if paid to you after
November 11, 2003. See Moving allowances in Ta-
ble B and Military base realignment and closure ben-
efit, later.

* The extension of the deadline for filing a return for
members of the Armed Forces serving in a combat
zone now also applies to members of the Armed
Forces serving in a contingency operation. See Ex-
tension of Deadline, later.

¢ Benefits received after 2002 under a dependent-care
assistance program are nontaxable.

* Beginning in 2003, you may not have to pay the
additional tax of 10% on the part of a distribution
from a qualified tuition program (QTP) or a Coverdell
education savings account (ESA) that is includible in
gross income. You will not have to pay the additional
tax if your distribution was made on account of the
attendance of the designated beneficiary at one of
the three military academies, the Coast Guard acad-
emy, or the Merchant Marine academy, and the pay-
ment or distribution does not exceed the costs of
advanced education attributable to that attendance.
For more information about Coverdell ESAs, see
chapter 7 of Publication 970, Tax Benefits for Educa-
tion. For more information about QTPs, see chapter
8 of Publication 970.

* As a member of a reserve component of the Armed
Forces, you can deduct travel expenses for any pe-
riod during which you are more than 100 miles away
from home in connection with your reserve duties on
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line 33 of Form 1040, rather than as a miscellaneous
itemized deduction on Schedule A (Form 1040). For
more information, see Armed Forces Reservists
under Adjustments to Income.

Lower income tax rates. For 2003, most tax rates have
been reduced. The lower rates are reflected in the Tax
Table and Tax Rate Schedules in your tax forms instruc-
tions.

Child tax credit. For 2003, the maximum child tax credit
has been increased to $1,000 for each qualifying child. But
you must reduce your credit by any advance payment you
received in 2003. For more information, see Child Tax
Credit under Credits, later.

Tax rates for capital gains and dividends. For capital
gains after May 5, 2003, the 10% maximum capital gain
rate is reduced to 5% and the 20% rate is reduced to 15%.
For more information, see Capital Gain Tax Rates in Publi-
cation 550, Investment Income and Expenses.

For 2003, qualified dividend income is taxed at the new
capital gain rates. See Qualified Dividend Income in Publi-
cation 550.

Standard mileage rate. The standard mileage rate for the
cost of operating your car decreased to 36 cents a mile for
all business miles driven. The standard mileage rate for
operating your car to get medical care or to move de-
creased to 12 cents a mile.

Earned income credit. The maximum amount of income
you can earn and still claim the earned income credit has
increased. You may be able to take the credit if you earned
less than $33,692 ($34,692 for married filing jointly) if you
have two or more qualifying children; $29,666 ($30,666 for
married filing jointly) if you have one qualifying child; and,
$11,230 ($12,230 for married filing jointly) if you do not
have any qualifying children. See Earned Income Credit,
later.

Exemption amount. You are allowed a $3,050 deduction
for each exemption to which you are entitled.

Lifetime learning credit. The maximum lifetime learning
credit has increased to $2,000 (20% of up to $10,000 of
qualified tuition and related expenses). For details, see
Publication 970.

Important Reminders

Third party designee. You can check the Yes box in the
Third Party Designee area of your return to authorize the
IRS to discuss your return with a friend, family member, or
any other person you choose. This allows the IRS to call
the person you identified as your designee to answer any
questions that may arise during the processing of your tax
return. It also allows your designee to perform certain
actions. See the income tax package for details.

Photographs of missing children. The Internal Reve-
nue Service is a proud partner with the National Center for
Missing and Exploited Children. Photographs of missing
children selected by the Center may appear in this publica-
tion on pages that would otherwise be blank. You can help



bring these children home by looking at the photographs
and calling 1-800-THE—-LOST (1-800-843-5678) if
you recognize a child.

Introduction

This publication covers the special tax situations of active
members of the U.S. Armed Forces. It does not cover
military pensions or veterans’ benefits or give the basic tax
rules that apply to all taxpayers. For information on military
pensions or veterans’ benefits, see Publication 525, Tax-
able and Nontaxable Income. If you need the basic tax
rules or information on another subject not covered here,
you can check our other free publications. See Publication
910, IRS Guide to Free Tax Services, for a list and descrip-
tions of the different tax publications.

For federal tax purposes, the U.S. Armed Forces in-
cludes commissioned officers, warrant officers, and en-
listed personnel in all regular and reserve units under
control of the Secretaries of the Defense, Army, Navy, and
Air Force. The U.S. Armed Forces also includes the Coast
Guard. It does not include members of the U.S. Merchant
Marine or the American Red Cross.

Members serving in an area designated or treated as a
combat zone are granted special tax benefits. In the event
an area ceases to be a combat zone (by Presidential
Executive Order or by statute), the IRS will do its best to
notify you. Many of the relief provisions will end at that
time.

Members serving in a qualified hazardous duty area
designated by statute are afforded the same benefits as
members serving in a combat zone designated by Execu-
tive Order.

Comments and suggestions. We welcome your com-
ments about this publication and your suggestions for
future editions.

You can e-mail us at *taxforms@irs.gov. Please put
“Publications Comment” on the subject line.

You can write to us at the following address:

Internal Revenue Service

Individual Forms and Publications Branch
SE:W:CAR:MP:T:I

1111 Constitution Ave. NW

Washington, DC 20224

We respond to many letters by telephone. Therefore, it
would be helpful if you would include your daytime phone
number, including the area code, in your correspondence.

Useful Items
You may want to see:

Publication

0 54 Tax Guide for U.S. Citizens and Resident

Aliens Abroad

Travel, Entertainment, Gift, and Car
Expenses

O 463

0 501 Exemptions, Standard Deduction, and Filing

Information

0 503 Child and Dependent Care Expenses
0 505 Tax Withholding and Estimated Tax
0 516 U.S. Government Civilian Employees

Stationed Abroad
519 U.S. Tax Guide for Aliens
521 Moving Expenses
523 Selling Your Home
525 Taxable and Nontaxable Income
527 Residential Rental Property
529 Miscellaneous Deductions
553 Highlights of 2003 Tax Changes
559 Survivors, Executors, and Administrators
590 Individual Retirement Arrangements (IRAS)
596 Earned Income Credit (EIC)
970 Tax Benefits for Education
3920 Tax Relief for Victims of Terrorist Attacks

O o0ooooooogoogogoogd

Form (and Instructions)

0 1040X Amended U.S. Individual Income Tax
Return

0 1310 Statement of Person Claiming Refund Due a
Deceased Taxpayer

0 2688 Application for Additional Extension of Time
To File U.S. Individual Income Tax Return

0 2848 Power of Attorney and Declaration of
Representative

0 3903 Moving Expenses

(0 4868 Application for Automatic Extension of Time
To File U.S. Individual Income Tax Return

0 8822 Change of Address
0 9465 Installment Agreement Request

See How To Get Tax Help, near the end of this publica-
tion, for information about getting IRS publications and
forms.

Gross Income

Members of the Armed Forces receive many different
types of pay and allowances. Some are included in gross
income while others are excluded from gross income.
Included items (Table A) are subject to tax and must be
reported on your tax return. Excluded items (Table B) are
not subject to tax, but may have to be shown on your tax
return.

For information on the exclusion of pay for service in a
combat zone and other tax benefits for combat zone par-
ticipants, see Combat Zone Exclusion and Extension of
Deadline, later.
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Table A. Included Items

These items are included in gross income, unless the pay is for service in a combat zone.

Basic pay « Active duty

« Attendance at a designated service school
» Back wages

» Drills

 Reserve training

« Training duty

« Aviation career incentives

- Career sea

« Diving duty

« Foreign duty (outside the 48 contiguous
states and the District of Columbia)

» Foreign language proficiency

« Hardship duty

« Hostile fire or imminent danger

» Medical and dental officers

 Nuclear-qualified officers

« Optometry

« Overseas extension

« Pharmacy

 Special duty assignment pay

« Veterinarian

Special
pay

» Career status

« Enlistment

« Officer

« Overseas extension
« Reenlistment

Bonuses

Other payments « Accrued leave

» High deployment per diem

» Personal money allowances paid to
high-ranking officers

- Student loan repayment from programs
such as the Department of Defense
Educational Loan Repayment Program
when year’s service (requirement) is not
attributable to a combat zone

« CONUS COLA

» Submarine

- Flight

» Hazardous duty

« High altitude/Low altitude (HALO)

Incentive pay

Table B. Excluded Items

The exclusion for certain items applies whether the item is furnished in kind or is a reimbursement or allowance. There is no

exclusion for the personal use of a government-provided vehicle.

Living - BAH (Basic Allowance for Housing).
allowances You can deduct mortgage interest and
real estate taxes on your home even if
you pay these expenses with your BAH
« BAS (Basic Allowance for Subsistence)
» Housing and cost-of-living allowances
abroad whether paid by the U.S.
Government or by a foreign
government
« OHA (Overseas Housing Allowance)

- Dislocation

- Military base realignment and
closure benefit paid after November
11, 2003 (the exclusion is limited as
described on page 5)

« Move-in housing

» Moving household and
personal items

« Moving trailers or mobile homes

- Storage

- Temporary lodging and
temporary lodging expenses

Moving
allowances

Travel
allowances

« Annual round trip for dependent
students

- Leave between consecutive
overseas tours

« Reassignment in a dependent
restricted status

 Transportation for you or your
dependents during ship overhaul
or inactivation

» Per diem

Combat zone pay - Compensation for active service while in a
combat zone or a qualified hazardous
duty area.

Note: Limited amount for officers

Family « Certain educational expenses for
allowances dependents
- Emergencies
« Evacuation to a place of safety
« Separation
Death « Burial services
allowances - Death gratuity payments to

eligible survivors
- Travel of dependents to burial site
Other payments - Defense counseling
« Disability, including payments received
for injuries incurred as a direct result
of a terrorist or military action
« Group-term life insurance
- Professional education
« ROTC educational and subsistence
allowances
« Survivor and retirement protection
plan premiums
« Uniform allowances
« Uniforms furnished to enlisted personnel

In-kind military
benefits

» Dependent-care assistance program

» Legal assistance

» Medical/dental care

« Commissary/exchange discounts

» Space-available travel on
government aircraft
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Claim for death gratuity refunds. In 2003, the death
gratuity paid to a survivor of a member of the Armed
Forces who died after September 10, 2001, was increased
to $12,000 and was made nontaxable. Previously, the
death gratuity was $6,000 and only $3,000 of it was non-
taxable. So, you may be able to claim a refund if you paid
tax on a death gratuity you received due to the death of a
member of the Armed Forces after September 10, 2001. If
you are entitled to a refund, complete and file Form 1040X,
Amended U.S. Individual Income Tax Return. At the top of
Form 1040X, write “Military Family Tax Relief Act” in red.
Generally, you must file a claim for credit or refund within 3
years from the date you filed your original return or 2 years
from the date you paid the tax, whichever is later.

Military base realignment and closure benefit. Pay-
ments made under the Homeowners Assistance Program
(HAP) after November 11, 2003, generally are excluded
from income. However, the excludable amount cannot be
more than the following limit:

* 959% of the fair market value of the property for
which the payments were made, as determined by
the Secretary of Defense before public announce-
ment of intent to close all or part of the military base
or installation, minus

* The fair market value of the property as determined
by the Secretary of Defense at the time of sale.

Any part of the payment that is more than this limit is
included in income.

Foreign Source Income

If you are a U.S. citizen with income from sources outside
the United States (foreign income), you must report all of
that income on your tax return unless it is exempt by U.S.
law. This is true whether you reside inside or outside the
United States and whether or not you receive a Form W-2,
Wage and Tax Statement, or a Form 1099. This applies to
earned income (such as wages and tips) as well as
unearned income (such as interest, dividends, capital
gains, pensions, rents, and royalties).

Certain taxpayers can exclude income earned in foreign
countries. For 2003, this exclusion amount is $80,000.
However, the foreign earned income exclusion does not
apply to the wages and salaries of military and civilian
employees of the U.S. Government. Employees of the U.S.
Government include those who work at Armed Forces post
exchanges, officers’ and enlisted personnel clubs, and
embassy commissaries, and similar personnel paid from
nonappropriated funds. Other foreign income earned by
military personnel or their spouses may be eligible for the
foreign earned income exclusion. For more information on
the exclusion, get Publication 54.

Residents of American Samoa may be able to exclude
income from Guam, American Samoa, and the Northern
Mariana Islands. This possession exclusion does not apply
to wages and salaries of military and civilian employees of
the U.S. Government. If you need information on the pos-
session exclusion, get Publication 570, Tax Guide for Indi-
viduals With Income From U.S. Possessions.

Community Property

The pay you earn as a member of the Armed Forces may
be subject to community property laws depending on your
marital status, your domicile, and the nature of the pay-
ment. The community property states are Arizona, Califor-
nia, ldaho, Louisiana, Nevada, New Mexico, Texas,
Washington, and Wisconsin.

Marital status. Community property rules apply to mar-
ried persons whose domicile during the tax year was in a
community property state. The rules may affect your tax
liability if you file separate returns or are divorced during
the year.

Domicile. Your domicile is the permanent legal home you
intend to use for an indefinite or unlimited period, and to
which, when absent, you intend to return. It is not always
where you presently live.

Nature of the payment. Active duty military pay is subject
to community property laws. Armed Forces retired or re-
tainer pay may be subject to community property laws.

For more information on community property laws, get
Publication 555, Community Property.

Adjustments to Income

Adjusted gross income is your total income minus certain
adjustments. The following adjustments are of particular
interest to members of the Armed Forces.

Armed Forces Reservists

If you are a member of a reserve component of the Armed
Forces and you travel more than 100 miles away from
home in connection with your performance of services as
a member of the reserves, you can deduct your travel
expenses as an adjustment to income on line 33 of Form
1040 rather than as a miscellaneous itemized deduction.
The deduction is limited to the amount the federal govern-
ment pays its employees for travel expenses. For more
information about this limit, see Per Diem and Car Al-
lowances in chapter 6 of Publication 463.

Member of a reserve component. You are a member of
a reserve component of the Armed Forces if you are in the
Army, Navy, Marine Corps, Air Force, or Coast Guard
Reserve, the Army National Guard of the United States,
the Air National Guard of the United States, or the Reserve
Corps of the Public Health Service.

How to report. If you have reserve-related travel that
takes you more than 100 miles from home, you should first
complete Form 2106, Employee Business Expenses, or
Form 2106—EZ, Unreimbursed Employee Business Ex-
penses. Then include in the total on line 33 of Form 1040
your expenses for reserve travel over 100 miles from
home, up to the federal rate, from line 10 of Form 2106 or
line 6 of Form 2106—EZ. Write “RC” and the amount of
these expenses in the space to the left of line 33 of Form
1040. Subtract this amount from the total on line 10 of
Form 2106 or line 6 of Form 2106—EZ and deduct the
balance as an itemized deduction on line 20 of Schedule A
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(Form 1040). See Armed Forces reservists under Miscella-
neous Itemized Deductions, later.

Individual Retirement Arrangements

For purposes of a deduction for contributions to a tradi-
tional individual retirement arrangement (IRA), Armed
Forces’ members (including reservists on active duty for
more than 90 days during the year) are considered to be
active participants in an employer-maintained retirement
plan.

Generally, you can deduct the lesser of the contribu-
tions to your traditional IRA for the year or the general limit
(or spousal IRA limit, if applicable). However, if you or
your spouse was covered by an employer-maintained
retirement plan at any time during the year for which
contributions were made, you may not be able to deduct all
of the contributions. The Form W-2 you or your spouse
receives from an employer has a box used to indicate
whether you were covered for the year. The Retirement
plan box should have a mark in it if you were covered.

Individuals serving in the U.S. Armed Forces or in sup-
port of the U.S. Armed Forces in designated combat zones
have additional time to make a qualified retirement contri-
bution to an IRA. For more information on this extension of
deadline provision, see Extension of Deadline, later. For
more information on IRAs, get Publication 590.

Moving Expenses

To deduct moving expenses, you generally must meet
certain time and distance tests. However, if you are a
member of the Armed Forces on active duty and you move
because of a permanent change of station, you do not
have to meet these tests. You can deduct your un-
reimbursed moving expenses on Form 3903.

Permanent change of station. A permanent change of
station includes:

* A move from your home to your first post of active
duty,

* A move from one permanent post of duty to another,
and

e A move from your last post of duty to your home or
to a nearer point in the United States. The move
must occur within one year of ending your active
duty or within the period allowed under the Joint
Federal Travel Regulations.

Spouse and dependents. If a member of the Armed
Forces deserts, is imprisoned, or dies, a permanent
change of station for the spouse or dependent includes a
move to:

* The place of enlistment,

* The member’s, spouse’s, or dependent’s home of
record, or

* A nearer point in the United States.

If the military moves your spouse and dependents to or
from a different location than you, the moves are treated as
a single move to your new main job location.
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Services or reimbursements provided by the
government. Do not include in your income the value of
moving and storage services provided by the government
because of a permanent change of station. Similarly, do
not include in income amounts received as a dislocation
allowance, temporary lodging expense, temporary lodging
allowance, or move-in housing allowance. Generally, if the
total reimbursements or allowances that you receive from
the government because of the move are more than your
actual moving expenses, the excess is included in your
wages on Form W-2. However, if any reimbursements or
allowances (other than dislocation, temporary lodging,
temporary lodging expense, or move-in housing al-
lowances) exceed the cost of moving and the excess is not
included in your Form W-2, the excess still must be
included in gross income on line 7 of Form 1040.

Use Form 3903 to deduct qualified expenses that ex-
ceed your reimbursements and allowances (including dis-
location, temporary lodging, temporary lodging expense,
or move-in housing allowances that are excluded from
gross income).

If you must relocate and your spouse and dependents
move to or from a different location, do not include in
income reimbursements, allowances, or the value of mov-
ing and storage services provided by the government to
move you and your spouse and dependents to and from
the separate locations.

Do not deduct any expenses for moving services that
were provided by the government, or that were reimbursed
to you, that you did not include in income.

Deductible moving expenses. If you meet the require-
ments discussed earlier, you can deduct the reasonable
unreimbursed expenses that are incurred by you and
members of your household.

You can deduct expenses (if not reimbursed or fur-
nished in kind) for the following items.

* Moving household goods and personal effects, in-
cluding expenses for hauling a trailer, packing, crat-
ing, in-transit storage, and insurance. You cannot
deduct expenses for moving furniture or other goods
you bought on the way from the old home to the new
home.

¢ Travel and lodging expenses from the old home to
the new home, including automobile expenses (ei-
ther actual expenses or 12 cents per mile) and air
fare. You cannot deduct any expenses for meals.
You cannot deduct the cost of unnecessary side

trips or lavish and extravagant lodging.
You can include only the cost of storing and
A insuring household goods and personal effects
WD) within any period of 30 consecutive days after the
day these goods and effects are moved from your former
home and before they are delivered to your new home.

Member of your household. A member of your house-
hold is anyone who has both your former home and your
new home as his or her main home. It does not include a
tenant or employee unless you can claim that person as a
dependent.

Foreign moves. A foreign move is a move from the
United States or its possessions to a foreign country or



from one foreign country to another foreign country. It is
not a move from a foreign country to the United States or
its possessions.

For a foreign move, the deductible moving expenses
described earlier are expanded to include the reasonable
expenses of:

* Moving your household goods and personal effects
to and from storage, and

¢ Storing these items for part or all of the time the new
job location remains your main job location. The new
job location must be outside the United States.

Reporting moving expenses. Figure moving expense
deductions on Form 3903. Carry the deduction from Form
3903 to line 27, Form 1040. For more information, get
Publication 521 and Form 3903.

Combat Zone Exclusion

If you are a member of the U.S. Armed Forces who serves
in a combat zone (defined later), you can exclude certain
pay from your income. You do not have to receive the pay
while you are in a combat zone, are hospitalized, or in the
same year you served in a combat zone. However, your
entitlement to the pay must have fully accrued in a month
during which you served in the combat zone or were
hospitalized as a result of wounds, disease, or injury in-
curred while serving in the combat zone. Enlisted person-
nel, warrant officers, and commissioned warrant officers
can exclude the following amounts from their income.
(Other officer personnel are discussed later.)

e Active duty pay earned in any month you served in a
combat zone.

* Imminent danger/hostile fire pay.

* A reenlistment bonus if the voluntary extension or
reenlistment occurs in a month you served in a com-
bat zone.

¢ Pay for accrued leave earned in any month you
served in a combat zone. The Department of De-
fense must determine that the unused leave was
earned during that period.

* Pay received for duties as a member of the Armed
Forces in clubs, messes, post and station theaters,
and other nonappropriated fund activities. The pay
must be earned in a month you served in a combat
zone.

* Awards for suggestions, inventions, or scientific
achievements you are entitled to because of a sub-
mission you made in a month you served in a com-
bat zone.

¢ Student loan repayments. If the entire year of serv-
ice required to earn the repayment was performed in
a combat zone, the entire payment made because of
that year of service is excluded. If only part of that
year of service was performed in a combat zone,
only part of the repayment qualifies for exclusion.

Retirement pay and pensions do not qualify for the
combat zone exclusion.

Partial (month) service. If you serve in a combat zone
for any part of one or more days during a particular month,
you are entitled to an exclusion for that entire month.

Combat Zone

A combat zone is any area the President of the United
States designates by Executive Order as an area in which
the U.S. Armed Forces are engaging or have engaged in
combat. An area usually becomes a combat zone and
ceases to be a combat zone on the dates the President
designates by Executive Order.

Afghanistan area. By Executive Order No. 13239, Af-
ghanistan (and airspace above) was designated as a com-
bat zone beginning September 19, 2001.

The Kosovo area. By Executive Order No. 13119 and
Public Law 106-21, the following locations (including air
space above) were designated as a combat zone and a
qualified hazardous duty area beginning March 24, 1999.

* Federal Republic of Yugoslavia (Serbia/
Montenegro).

¢ Albania.
* The Adriatic Sea.
* The lonian Sea—north of the 39th parallel.

Persian Gulf area. By Executive Order No. 12744, the
following locations (and airspace above) were designated
as a combat zone beginning January 17, 1991.

* The Persian Gulf,
* The Red Sea,
* The Gulf of Oman,

* The part of the Arabian Sea that is north of 10
degrees north latitude and west of 68 degrees east
longitude,

* The Gulf of Aden, and

* The total land areas of Iraq, Kuwait, Saudi Arabia,
Oman, Bahrain, Qatar, and the United Arab Emir-
ates.

Qualified hazardous duty area. Beginning November
21, 1995, a qualified hazardous duty area in the former
Yugoslavia is treated as if it were a combat zone. The
qualified hazardous duty area includes:

¢ Bosnia and Herzegovina,
¢ Croatia, and
* Macedonia.

Note. Members of the Armed Forces deployed over-
seas away from their permanent duty station in support of
operations in a qualified hazardous duty area, but outside
the qualified hazardous duty area, are treated as if they are
in a combat zone solely for the purposes of the extension
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of deadlines. These personnel are not entitled to other
combat zone tax benefits. However, if they satisfy addi-
tional requirements, they may be entitled to full combat
zone tax benefits. See Qualifying service outside combat
zone, later.

Serving in a Combat Zone

Service in a combat zone includes any periods you are
absent from duty because of sickness, wounds, or leave.
If, as a result of serving in a combat zone, a person
becomes a prisoner of war or is missing in action, that
person is considered to be serving in the combat zone so
long as he or she keeps that status for military pay pur-
poses.

Note. You are considered to be serving in a combat
zone if you are either assigned on official temporary duty to
a combat zone or you qualify for hostile fire/imminent
danger pay while in a combat zone.

Qualifying service outside combat zone. Military serv-
ice outside a combat zone is considered to be performed in
a combat zone if:

* The service is in direct support of military operations
in the combat zone, and

* The service qualifies you for special military pay for
duty subject to hostile fire or imminent danger.

Military pay received for this service will qualify for the
combat zone exclusion if the other requirements are met
and the pay is verifiable by reference to military pay rec-
ords.

Nonqualifying presence in combat zone. None of the
following types of military service qualify as service in a
combat zone.

* Presence in a combat zone while on leave from a
duty station located outside the combat zone.

¢ Passage over or through a combat zone during a trip
between two points that are outside a combat zone.

* Presence in a combat zone solely for your personal
convenience.

Amount of Exclusion

If you are an enlisted member, warrant officer, or commis-
sioned warrant officer and you serve in a combat zone
during any part of a month, all of your military pay for that
month is excluded from your income. You also can exclude
military pay earned while you are hospitalized as a result of
wounds, disease, or injury incurred in the combat zone.
The exclusion of your military pay while you are hospital-
ized does not apply to any month that begins more than 2
years after the end of combat activities in that combat
zone. Your hospitalization does not have to be in the
combat zone.

If you are a commissioned officer (other than a commis-
sioned warrant officer), you may exclude your pay accord-
ing to the rules just discussed. However, the amount of
your exclusion is limited to the highest rate of enlisted pay
(plus imminent danger/hostile fire pay you received) for
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each month during any part of which you served in a
combat zone or were hospitalized as a result of your

service there.
sion on your tax return because this type of in-

come is not included in the wages reported on

your Form W-2. (See Form W-2, below.)

You do not need to claim the combat zone exclu-

Hospitalized while serving in the combat zone. If you
are hospitalized while serving in the combat zone, the
wound, disease, or injury causing the hospitalization will be
presumed to have been incurred while serving in the com-
bat zone unless there is clear evidence to the contrary.

Example. You are hospitalized for a specific disease in
a combat zone where you have been serving for 3 weeks,
and the disease for which you are hospitalized has an
incubation period of 2 to 4 weeks. The disease is pre-
sumed to have been incurred while you were serving in the
combat zone. On the other hand, if the incubation period of
the disease is one year, the disease would not have been
incurred while you were serving in the combat zone.

Hospitalized after leaving the combat zone. In some
cases, the wound, disease, or injury may have been in-
curred while you were serving in the combat zone, even
though you were not hospitalized until after you left.

Example. You were hospitalized for a specific disease
3 weeks after you left the combat zone. The incubation
period of the disease is from 2 to 4 weeks. The disease is
presumed to have been incurred while serving in the com-
bat zone.

Form W-2. The wages shown in box 1 of your 2003 Form
W-2 should not include military pay excluded from your
income under the combat zone exclusion provisions. If it
does, you will need to get a corrected Form W-2 from your
finance office.

You cannot exclude as combat pay any wages shown in
box 1 of Form W-2.

Alien Status

For tax purposes, an alien is an individual who is nota U.S.
citizen. An alien is in one of three categories: resident,
nonresident, or dual-status. Placement in the correct cate-
gory is crucial in determining what income to report and
what forms to file.

Most members of the Armed Forces are U.S. citizens or
resident aliens. However, if you have questions about your
alien status or the alien status of your dependents or
spouse, you should read the information in the following
paragraphs and get Publication 519.

Under peacetime enlistment rules, you generally cannot
enlistin the Armed Forces unless you are a citizen or have
been legally admitted to the United States for permanent
residence. If you are an alien enlistee in the Armed Forces,
you are probably a resident alien. If, under an income tax
treaty, you are considered a resident of a foreign country,
see your base legal officer. Other aliens who are in the
United States only because of military assignments and
who have a home outside the United States are nonresi-
dent aliens. Guam and Puerto Rico have special rules.



Residents of those areas should contact their taxing au-
thority with their questions.

Resident Aliens

You are considered a U.S. resident alien for tax purposes if
you meet either the green card test or the substantial
presence test for the calendar year (January 1 — Decem-
ber 31). These tests are explained in Publication 519.
Generally, resident aliens are taxed on their worldwide
income and file the same tax forms as U.S. citizens.

Treating nonresident alien spouse as resident alien. A
nonresident alien spouse can be treated as a resident alien
if all the following conditions are met.

* One spouse is a U.S. citizen or resident alien at the
end of the tax year.

* That spouse is married to the nonresident alien at
the end of the tax year.

* You both choose to treat the nonresident alien
spouse as a resident alien.

Making the choice. Both you and your spouse must
sign a statement and attach it to your joint return for the first
tax year for which the choice applies. Include in the state-
ment:

¢ A declaration that one spouse was a nonresident
alien and the other was a U.S. citizen or resident
alien on the last day of the year,

* A declaration that both spouses choose to be treated
as U.S. residents for the entire tax year, and

* The name, address, and taxpayer identification num-
ber (social security number or individual taxpayer
identification number) of each spouse. If the nonresi-
dent alien spouse is not eligible to get a social secur-
ity number, he or she should file Form W-7,
Application for IRS Individual Taxpayer Identification
Number (ITIN). ITINs may be available through the
nearest overseas base legal office or U.S. consulate.

spouse’s worldwide income is subject to U.S. tax.
If the nonresident alien spouse has substantial

foreign income, there may be no advantage to making this
choice.

Once you make this choice, the nonresident alien

Ending the choice. Once you make this choice, it ap-
plies to all later years unless one of the following situations
occurs.

* You or your spouse revokes the choice.
* You or your spouse dies.

* You and your spouse become legally separated
under a decree of divorce or separate maintenance.

* The Internal Revenue Service ends the choice be-
cause of inadequate records.

For specific details on these situations, get Publication
519.

If the choice is ended for any of these reasons, neither
spouse can make the choice for any later year. This ap-

plies to a divorced individual who previously made the
choice and later rematrries.

Choice not made. If you and your nonresident alien
spouse do not make this choice:

* You cannot file a joint return. You can file as married
filing separately, or head of household if you qualify.

* You can claim an exemption for your nonresident
alien spouse if he or she has no gross income for
U.S. tax purposes and is not another taxpayer’s de-
pendent (see Exemptions, later).

* The nonresident alien spouse generally does not
have to file a federal income tax return if he or she
had no income from sources in the United States. If
a return has to be filed, see the next discussion.

* The nonresident alien spouse is not eligible for the
earned income credit if he or she has to file a return.

Nonresident Aliens

An alien who does not meet the requirements to be a
resident alien, as discussed earlier, is a nonresident alien.
If required to file a federal tax return, nonresident aliens
must file either Form 1040NR, U.S. Nonresident Alien
Income Tax Return, or Form 1040NR—-EZ, U.S. Income
Tax Return for Certain Nonresident Aliens With No Depen-
dents. See the form instructions for information on who
must file and filing status.

Nonresident aliens generally must pay tax on income
from sources in the United States. A nonresident alien’s
income that is from conducting a trade or business in the
United States is taxed at graduated U.S. tax rates. Other
income from U.S. sources is taxed at a flat 30% (or lower
treaty) rate. For example, dividends from a U.S. corpora-
tion paid to a nonresident alien generally are subject to a
30% (or lower treaty) rate.

Dual-Status Aliens

An alien may be both a nonresident and resident alien
during the same tax year, usually the year of arrival or
departure. Dual-status aliens are taxed on income from all
sources for the part of the year they are resident aliens.
Generally, they are taxed only on income from sources in
the United States for the part of the year they are nonresi-
dent aliens.

Exemptions
Exemptions reduce your income before you figure your
tax. There are two types of exemptions.

* Personal exemptions.

¢ Exemptions for dependents.

While both types of exemptions are worth the same
amount, different rules apply to each.

You generally can claim one exemption for yourself. If
you are married and file a joint return, you can claim your
own exemption and one for your spouse. If you file a
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separate return, you can claim the exemption for your
spouse only if your spouse had no gross income and was
not a dependent of another taxpayer. You also can claim
one exemption for each person qualifying as your depen-

dent who meets five specific tests.
child, even if the child has been kidnapped. See
Kidnapped child under Exemptions for Depen-

dents in Publication 501.

For 2003, you generally can deduct $3,050 for each
exemption you claim for yourself, your spouse, and each
person who qualifies as your dependent.

If another taxpayer can claim an exemption for you or
your spouse, you cannot claim that exemption on your tax
return. If you can claim an exemption for a dependent, that
dependent cannot claim an exemption on his or her own
tax return.

To claim an exemption for a dependent on your tax
return, you must list either the social security number
(SSN), individual taxpayer identification number (ITIN), or
adoption taxpayer identification number (ATIN) for that
person on your return.

For more information on exemptions, see Publication
501.

CAUTION

Dependents

You may be eligible to claim an exemption for a

If you do not list the dependent’s SSN, ITIN, or
ATIN, the exemption may be disallowed.

A dependent is a person, other than you or your spouse,
who meets the dependency tests. You can claim a depen-
dency exemption if all five of the following tests are met.

1) Member of household or relationship test. To
meet this test, the person must either live with you
for the entire year as a member of your household or
be related to you in one of the ways listed under
Relatives who do not have to live with you in Publica-
tion 501.

2) Citizen or resident test. To meet this test, the person
must be a U.S. citizen or resident, or a resident of
Canada or Mexico for some part of the calendar year
in which your tax year begins. Children are usually
citizens or residents of the country of their parents.

If you were a U.S. citizen when your child was born,
the child may be a U.S. citizen although the other
parent was a nonresident alien (see Alien Status,
earlier) and the child was born in a foreign country.

You can claim your child’s exemption if the child is a
U.S. citizen and meets the other tests. It does not
matter that the child lives abroad with the nonresident
alien parent.

If you are a citizen of the United States and you
legally adopt a child who is not a U.S. citizen or
resident, you can claim the child’s exemption if:

a) The other tests are met,

b) The child had your home as his or her main home
for the year, and
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¢) The child was a member of your household for
the year.
Example. Sergeant John Smith is a U.S. citizen
and has been in the U.S. Army for 16 years. He is
stationed in Germany. He and his wife, a German
citizen, have a 2-year old son who was born in
Germany and who has dual citizenship (U.S. and
Germany). Sergeant Smith’s stepdaughter, a Ger-
man citizen whom he has not adopted, also lives
with them. Only his son can be considered a U.S.
citizen for whom a dependency exemption can be
claimed. His stepdaughter does not qualify as a
U.S. citizen or resident.

3) Joint return test. Even if the other dependency
tests are met, you generally are not allowed an ex-
emption for your dependent if he or she files a joint
return. However, the joint return test does not apply if
a joint return is filed by your dependent and his or
her spouse merely as a claim for refund and no tax
liability would exist for either spouse on separate
returns.

4) Gross income test. To meet the gross income test,
the person must have gross income of less than
$3,050. This test does not apply if the person is your
child and is either under age 19 at the end of the
year, or under age 24 at the end of the year and a
full-time student during 5 calendar months of the
year.

5) Support test. To be considered your dependent, the
person generally must receive more than half of his or
her support from you during the year. To figure if you
provided more than half the support of a person, you
must first determine the total support provided from all
sources for that person.

Total support includes amounts spent to provide
food, lodging, clothing, education, medical and dental
care, recreation, transportation, and similar necessi-
ties.

Generally, the amount of an item of support is the
amount of the expense incurred to provide it. If the
item is lodging, the amount of the item is the fair rental
value.

Expenses that are not directly related to any one mem-
ber of a household, such as the cost of food for the
household, must be divided among the members of the
household.

Divorced or separated parents. Different rules apply to
the support test for children of divorced or separated par-
ents. These rules are discussed in Publication 501.

Dependency allotments. You can authorize an allotment
from your pay for the support of your dependents. The
amount is considered as provided by you in figuring
whether you provide more than half the dependent’s sup-
port.

If an allotment is used to support persons other than
those you name, you can claim exemptions for them if they
otherwise qualify as your dependent.

Example. Army Sergeant Jeff Banks authorizes an al-
lotment for his widowed mother. She uses the money to
support herself and Jeff's 10-year-old sister. If that amount



provides more than half their support, Jeff can claim an
exemption for each of them, if they otherwise qualify, even
though he only authorized the allotment for his mother.

Dependent in the Armed Forces. Generally, an exemp-
tion cannot be claimed for a person who is in the Armed
Forces or is at one of the Armed Forces academies for the
entire year because the support test will not have been
met. However, if your dependent receives only partial
support from the Armed Forces, you can still claim the
exemption if you provided more than half his or her support
and the other tests are met.

Figure A. Can You Claim a Dependency Exemption?

Example. Leslie James is 18 and single. She gradu-
ated from high school in June 2003 and entered the U.S.
Air Force in September 2003. Leslie provided $4,400 (her
wages of $3,400 and $1,000 for other items provided by
the Air Force) for her support that year. Her parents pro-
vided $4,100. Her parents cannot claim a dependency
exemption for her for 2003 because they did not provide
more than half her support.

Start Here
No | Was the person either a member of your household for the entire
@—— tax year or related to you? (See Member of Household or
Relationship Test in Publication 501.)
L Yes
< No Was the person a U.S. citizen or resident, or a resident of
Canada or Mexico for any part of the tax year?"
lYes
Yes
«—— Did the person file a joint return for the year??
No
v v
You cannot Did you provide more than half the person’s total support for the .
- No . You can claim
claim an ¢ year? (If you are a divorced or separated parent of the person, an exemption
exemption for see Support Test for Child of Divorced or Separated Parents in emp
) - T 3 for this person.
this person. Publication 501.)
A Yes A
Did the person have gross income of $3,050 or more during the No >
tax year?*
L Yes
No
«@—— Was the person your child?
L Yes
Yes
Was your child under 19 at the end of the year? ——P
LNO
No | Was your child under 24 at the end of the year and a full-time Yes
@—— student for some part of each of five months during the year? —p
(See Student under age 24 in Publication 501.)

' If the person was your legally adopted child and lived in your home as a member of your household for the entire tax year, answer “yes” to this question